
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter oft 

AN EXAMINATION BY THE PUBLIC SERVICR 1 
COMMISSION OF THE ENVIRONMENTAL 1 
SURCHARQE MECHANISM OF KENTUCKY 1 CASE NO. 95-060 
UTILITIES COMPANY AS BILLED FROM ) 
AUQUST 1, 1994 TO JANUARY 31, 1995 1 

ORDER 

On March 1, 1995, the Commieeion initiated ite firnt nix-month 

review of Kentucky Utilitiee Company'e (uuKUuu) anvironmsntal 

surcharge as billed to cuetomere from Auguet 1, 1994 through 

January 31, 1995.' Pureuant to KRS 278.183(3) the Commiaaion munt 

review, at six-month intervals, the paet operatione o f  tho 

eurchorge and, after hearing, dioallow any eurcharga amountm that 

are not juet and reaeonabla and reconcile paet eurcharga 

collectiona with actual costa recoverable. 

Motions to intervene by the Kentucky Induetrial Utility 

Cuetomere ("KIUCul), the Lexington-Fayette Urban County Qovarnmant 

(utLFUCQIl), and the Attorney Qeneral of the Commonwealth of Kentucky 

(u tAQlu)  were granted. A public hearing wae held on May 31, 1995. 

All information requeeted at the public hearing hae bean filed. 

1 As KU'e surcharge is billed on a two-month lag, the amountr 
billed from Auguet 1994 through January 1995 ar0 banad on 
costs incurred from June 1994 through November 1994. 



LssuKi 

KIUC and the AQa charge that KU improperly calculated the 

monthly environmental surcharge factor by axcluding off-oystem 

aaleo revenues from total company revenues. They argue that the 

Commission ordered KU to uaa total company revenuas in the 

surcharge factor calculation, without qualification. Both cite the 

Commission's decision in Case No. 94-332,' where the Commission 

ordered the Louisville Qas and Electric Company (tiLQ&Eti) to include 

off-system sales in total revenues, consistent with its previous 

environmental surcharge decisions for KU and the Big Rivers 

Electric Corporation ("Big Riversii) .' KIUC and the AQ urgo 

rojection of the alternative mothodo of assigning environmental 

costs to off-system sales propooed by KU. 

KU argues that including total off-system sales revenuas in 

the calculation of tha environmental surcharge factor is not 

necessary to treat retail customers fairly. It states that the 

Commission's July 19, 1994 Order in Case No. 93-465' did not 

a LFUCQ adopted the brief of the AQ as its brief. 

3 Case No. 94-332, The Application of Louisville Qaa and 
Electric Company for Approval of Compliance Plan and to Assess 
a Surcharge Pursuant to KRS 278.183 to Recover Costs of 
Compliance with Environmental Requirements for Coal Combustion 
Wastes and By-products, Order dated April 6, 1995. 

4 L, at 21 and 22. 
h Case No. 93-465, The Application of Kentucky Utilities Company 

to Assess a Surcharge Under KRS 278.183 to Recover Costs of 
Compliance with Environmental ReqUiremQntS for Coal Combustion 
Wastes and By-Products. 
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prevent the Commission from clarifying the treatment of off-system 

sales revenues or improving upon its rate-making decision made in 

the Big Rivers and LQ&E proceedings. KU further argues that its 

proposed treatment of off-syetem sales revenues would not 

discriminate between its customers and those of other utilities.' 

KU proposes to credit revanues aesociated with emission 

allowances used to make off-system sales toward the monthly 

expenses through the BAS component of the surcharge formula. It 

argues that this method affords retail customers the benefits from 

off-system sales, and maintains a reasonable balance between 

recovering certain environmental compliance costs through the 

surcharge and the revenues from off-system sales. Ao an 

alternative, KU proposes to adjust off-system sales revenues to 

remove several components currently recognized by the Commission in 

separate rate-making applications. 

KU opposed KIUC's proposal to include the revenues from 

emission allowances used in off-system sales in both the numerator 

and denominator of the surcharge formula. KU offered a 

modification to the KIUC approach, but stressed that its original 

proposal for treating revenues from emission allowances used to 

produce power sold off-syetem was the most reasonable. 

The Commission has reviewed the record in Case No. 93-465  to 

determine the revenue levels KU proposed to incorporate into the 

surcharge formula. There is no reference in the application or its 

exhibits to support KU's claim that it intended to exclude off- 

6 KU Brief, at 4 .  
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system sales revenues from the surcharge formula. In KU's proposed 

reporting formats, revenues are identified as Jurisdictional, 

Non-Jurisdictional, and Company.' (Emphasis added.) 

The only identified adjustments to revenues are for the fuel 

adjustment clause and the environmental surcharge.' 

In seeking approval for the surcharge, KU stated that the sale 

of emission allowances would be treated as an offset to costs, and 

that while no rate-making methodology had been developed, one would 

be proposed in the future.' In approving KU's surcharge, the 

Commission determined that gross revenues from emission allowance 

sales would be credits in the surcharge formula and that total 

revenue8 would be used to allocate the surcharge to customera ,lo 

KU now proposes to credit the environmental surcharge for revenues 

from the sale of emission allowances associated with off-system 

power sales but not for the revenues from these power 

KU's proposal will not result in a proper allocation of the 

surcharge to KU's retail customers. The costs recovered through 

the environmental surcharge are not exclusively related to emission 

7 Case No. 93-465 Application, Willhite Exhibit 4, page 5 of 5 .  

&, Willhite Exhibit 5, page 3 of 3. While KU references 
"Total Internal Revenues" in column 3 of the schedule, no 
explain was offered as to what "internall' meant. 

9 Case No. 93-465 Application, Willhite Testimony at 6 and 
Hewett Testimony at 13. 

Case No. 93-465 Order dated July 19, 1994, at 16, 20, 21, and 
Appendix B, E9 Forms 3.0 and 4.0. 

Response to the Commission's Order dated March 31, 1995, Item 
3, page 2 of 2. 

B 

10 
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allowances. Furthermoro, the eame omiooion allowancoo cannot bo 

simultaneously used and sold. KU hae attempted to juetify ite 

concept by reference to provioiono in ito interconnoction 

agreemanta, which determine how a selling utility will ha 

compensated for the emisoion allowancoo uood to generate tho 

electricity it eello. KU statoo that under Federal Enorgy 

Regulatory Commiosion (IIFERC") policy, the purchaoing utllity may 

either pay tho costs of the emieoion allowance or r e t u n  the 

emission allowance ir? kind.'' Howover, paying the coato of tho 

allowance used does not conotituto a oala nor dooe returning the 

allowance in kind constitute a purchaoe. Tho FERC policy deals 

with the compensation options available when an emioeion allowance 

io &. The componoation KU rocoivoa for allowancan uaod io 

simply part of the revenue generated by wholeeale electric ealee 

and doea not constitute a sale of an omieeion allowance. 

The Commission's July 19, 1994 Order roquiroo KU to use total 

revenues in the surcharge calculation. Tho docioion to calculate 

the surcharge on total revenue0 comporto with both the letter and 

the spirit of KRS 278.183 and is coneistent with the Commioaionia 

prior decisions in the M & E  and Big Rivers environmental surcharge 

cases. 

Therefore, KU should include off-syatem salsa in total revenue 

in any environmental surcharge factor calculationo filed after the 

date of this Order. In addition, the BAS component should exclude 

the revenues from emission allowances ueed in aesociation with off- 

'' Willhite Rebuttal Testimony, at 8 .  
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nyotam power oaleo. For eurcharge filings made subeeguent to thie 

raview period, but bofora the date of this Order, KU ohould include 

appropriata adjuotmenta in ouboaguent nix-month reviewo. 

KIUC aaoerto that KU'o compliance plan included eome projecto 

to raplaco utility plant that wae included in the rate bane in KU'o 

loot rata caoe, Thuo KU, like LQ&E, had retired or replaced 

onvironmental complianca plant currently included in existing 

rateo, but failed to include an adjuatmont to eliminate the Ildouble 

recoveryll in tho ourchargo calculationo. KIUC urgsa the Cornmienion 

to raquiro KU to make the same adjuatment in the eurcharge 

calculation that wan reguirod of LQ&E." 

KU initially indicatod that no double racovory had occurred." 

However, on May 23, 1995, KU filed workpapera showing that utility 

plant relating to environmantal projecto in existing rateo had been 

retired. KU thon revinad ita calculation of a propoaed under- 

recovery factor to raflect the rate baee and operating expense 

impacto of removing the retired plant.'' KU noted that it had made 

" Polkenbarg Direct Teetimony, at 12. 
" Reoponoa to KIUC's FirQt Sat of Data Requests, Item0 6 through 

20. 

Boe reoponee to tho Commieeion's March 1, 1995 Order, Item 1. 
EB Forme 4.0, 4.1, and 4.2 wera raviaed, showing a reduction 
of the under-recovery factor from .05 percent to -03 percent. 
The total under recovery for the review period was reduced 
from $143,008 to 685,802. 
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uuelr an adjuetment in ita monthly aurcharge report for each expenae 

iaotitlr oince April 1995 ."  

To require ratapayero to pay a ourcharge for the coats of 

coitrpliance project8 while the exiating ratea include the cost of 

related plant no longer in aervice would be unreaaonable and would 

violate KItS 378.183 (3) . I "  Therefore, KU'a adjuatment for retired 

environmental compliance plant should be accepted. The Commission 

hao aloo reviewed the modifications to the monthly surcharge report 

which raflect theoe retiramento. The changes to ES Form 2.1 aro 

raaoonabla, and the Commission adopts this revised format. 

(Appendix A of thia Qrder includes an example of the revised 

format.) FOP aurcharga Eilinga after this review period, but 

bafora tho April 1995 expense month filing, KU should determine the 

appropriata adjUQtment0 and include them in the next oix-month 

raviaw. 

In nt Two-Yenr Raviaw 
KIUC queotiono whether the surcharge should remain as a 

oaparata lina itam on cuotomer bills or be incorporated into base 

ratao after tho two-year review. It io concerned that, if the 

ourcharga io incorporated into rates, reductions to the surcharge 

rata baoa due to ongoing depreciation would stop." The AQ 

agroao." KU maintains that the Orders in Case No. 9 3 - 4 6 5  

i n  KU B r i e f ,  at 13. 

I '1 Caoa No. 3 4 - 3 3 2  Order dated April 6, 1 9 9 5 ,  at 9 .  

L U  KIUC Main Brief, at 10, 

L V  AQ Briaf, at 5 .  
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cidequately nddreun t h i n  uonaern and nates that KRB 278,183(3) 

requiren the Goinmimion t o  inuorpornts suraharge amounts found jus t  

mid reaeonnbla in to  @xlot,irrg bane rates at the time of the two-year 

reviaw, 

KIUC auknewLedges in ita brief that KU had addressed its 

depreaiation tmtinern I W h L k  suraharge amounts eligible for 

inaorporation will nol; hs  known until the two-year review, 

inaorporntian of expenmfl tound propsr is required by KRB 

~ ~ I , ~ u J ( J ) ,  

KIUC and the  AcY argue Lhat the Commission should keep this 

uaae open and make any ouroharga allowed in this proceeding subject 

to rafund, glvan that the  appeal o f  the Commission's Orders in Case 

No, 9 3 - 4 G 5  i n  @til1 pending, KU eounters that no section of KRB 

27U grnnte the  GemmlssAsn wtheriby to make a rate subject to 

refund beaauw an appeal psnding in the courts. 

On July 2U,  Z991rr the Franklin Circuit Court entered a 

judgmant bn the appeal et tho Gommissian~s Orders in Case No, 93- 

465, The Court vautated that portion o f  those Orders allowing KU to 

roaaver anviranmantal expondfburen ineurrod before January 1, 1993 

and rernsnded the u a m  t o  the Gemmisslon. That judgment has been 

the uubjeut Of: post-judgn@nt motione, and intervenors have advised 

tha Court t h a t  they plan t e  appeal i t a  decision. Therefore, it is 

nppropriate that 411 mmhtarge revenuem collected from the date of 

t h i a  Order be nubjewt ts refund. Howuver, no reasonable basis has 

'O KU Brief, a t  1 4 .  
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been offered to support keeping this proceeding open, and that 

request is denied. 

One of KU'e schedules contains information about ita emission 

allowance inventory. It showa the total inventory balance, 

regardleae of allowanco vintage year. During the public hearing, 

questions aroso concerning KU's calculation of the weighted average 

cost of its inventory and how a $25,000 extension allowance pooling 

group ("pooling group") membership fee was included in the 

calculationa. KU filed additional information concerning these 

ieeues after the public hearing." 

The FERC Uniform System of Accounts requires that the 

inventory cost of emission allowances be the weighted average cost 

by vintage year. KU's responses indicate that it is properly 

calculating the weighted average coat by vintage year. Further, it 

is appropriate to allocate the pooling group membership fee to each 

vintage year in proportion to the level of extension allowances 

granted in that year. KU has however been improperly classifying 

the pooling group membership fee as part of the cost of allowances 

purchased. As the fee is directly related to extension allowancee, 

it ahould be classified as a coat of extension allowances. 

Therefore, in all monthly surcharge reports filed subsequent to 

this Order, KU should include the fee as a cost of extension 

allowances rather than as a cost of purchased allowances. 

z1 Post-Hearing Data Responee, filed June 26, 1995, Item 2 
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In addition, the current reporting format for the allowance 

inventory does not provide sufficient information. A revised 

inventory schedule, providing for both summary and vintage yoar 

reporting, is included in Appendix A. The revised formats should 

be used in the monthly surcharge reports filed subsequent to this 

Order. - 
KU determined that for the six-month review period, it failed 

to recover $85,802 to which it was ontit1ed.l’ KU calculated a 

monthly correction factor of .03 percent to be added to the monthly 

surcharge factor for the next six months.” KIUC determined that 

KU had recovered $184,000 more than it was ontitled to recover and 

proposed that a monthly correction factor of a negative .06 percent 

should be included i n  the monthly surcharge factor for the next six 

months 

The Commission has determined that for the six-month period 

under review, KU recovered $192,169 in excess of the amount to 

which it was entitled under its environmental surcharge. The 

calculations are shown in Appendix B to this Order. This amount 

reflects the effects of including off-system sales and removing 

retired compliance utility plant. The excessive recovery requires 

aa See footnote 15. 

a 3  Revised E9 Form 4.0, filed May 23, 1995. 

Transcript of Evidence, May 31, 1995, at 63. KIUC had 
originally calculated an over recovery of $127,000 and a 
correction factor of a negative . 0 4  percent prior to KU 
amending its calculations reflecting compliance plant 
retirements. See Falkenberg Direct Testimony, at 1 0 .  
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R monthly correction factor of a negativo .OG parcont. Application 

of tho correction factor will affoct two aubeaguont eix-month 

roview periods. Qiven this fact, and the relativoly omall ais0 of 

the adjuatmant, KU should reflect the ontire axcaeaiva racovory of 

$192,1G9 as an adjustment in the monthly eurchargo roport filod 

within 40 day8 of the date of this Order, l3y roguiring tho 

immediate implementation of this adjustmont, tho Commieaion is not 

abandoning the possible u8e of a six-month corraction factor in 

future proceedings. 

IT IS THEREFORE ORDERED that1 

1. KU shall reduce by $192,169, tho onvironmontal eurcharga 

gross revenue requirement submitted in tho monthly eurchargo raport 

filed within 4 0  days of the date of thie Order. 

2. KU’s proposed correction factor is doniod. 

3 ,  KU shall include off-system s a l o a  in any onvironmantal 

surcharge factor calculations and shall excludo from tho BAS 

component the revenue for emission allowancoa used in association 

with off-system power sales. 

4. a. All environmental ourchargo rovonuoa collectad from 

the date of this Order shall be subjact to rofund, ponding the 

final dstormination of the Commission’s Orders in Caso No, 9 3 - 4 6 5 .  

b. KU shall maintain its recorde in ouch mannor a0 will 

onable it, the Commission, or any of ita cuetomere, to dotarmina 

the amounts to be refunded and to whom due in the evont a rafund ie 

ordarod by the Commiosion. 
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5. The modified reporting formats includad in Appendix A 

nhall replace the correeponding formats authorized in Case No. 93- 

4 6 5 .  

6 .  KU ohall incorporate all reviaions made in this Order in 

the appropriate future six-month review proceedings. 

Dona at Frankfort, Kentucky, this 22nd day of August. 1995. 

PUBLIC SERVICE MMMISSIN 

ATTEST I 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE COMMISSION 
IN CASE NO. 9 5 - 0 6 0  DATED AUGUST 22. 1995. 

REVISED REPORTINQ FORMATS FOR THE KENTUCKY UTILITIES COMPANY 
ENVIRONMENTAL SURCHARQE 

[Monthly Reportal 

ES Form 2.1 Plant, CWIP & Depreciation Expense, 
Pages 1 and 2 of 2 
[Modified to reflect Compliance Plant 
Retirements already included in existing 
rates. Adoption of KU format] 

ES Form 2.3 Inventory of Emission Allowances, 
Summary and Vintage Year Pages 
[Inventory pages for each vintage year must be 
included with the first monthly surcharge 
report filed after this Order. In subsequent 
months, provide inventory pages for those 
vintage years which had activity for the 
expense month. 1 



KENTUCKY UTILITIES COMPANY 

ENVIRONMENTAL SURCHARGE - PLANT, CWlP & DEPRECIATION EXPENSE 

For the Month Ended: June 1995 
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ES FORM 2.1 
Page 2 of 2 
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UnarnOrtlZ9d 
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KENTUCKY UTILITIES COMPANY 
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KINTUCKY U T I L I T I L B  COWANY - XNVIRONXXNTAL QURCHAROL - 1 N " T O R Y  OF E N I B B I O N  ULOHANCXQ 
BmOlARY OF ALL VINTAOL YMRB 

For tha Nonth bdmd 

Baginning 
Inventory 

AllOCatiOn. 
Alloc'.tIonm/ UtIlirnd Sold Ending Purchaia or 
Purchami Inventory 8.1. nata L 

Vintage Yearm 

S/Allowanca I I I I I I 
ALLOCATE0 ALLOWANCES FROM KPAi I( 
Dolla~m I I I I 

EXTENSION ALLOWANCES PROM KQAi 
I I I 



xa 1.3 

RINTUCKY UTILITIIB COMPANY - XNVIRoMuNTAL BVIICHAROI - 1 ” m Y  O? MIBOION hLLOWANCI0 
INvIHTony ?on VINTAO~ YWI 
?or the Month Xndsd 

KU im rmquired to mnintsin admquatm mlloumncm rmaordn which will nllor roody idontiticntion OK tho nunbar O C  each 
clmm#iKicntion OK a1lowmnc.n includmd in Ending Xnvmntory. U 

e vintage year invantory ahoato for  a11 yonra with f i  rot riii ng a f ter  Order in Case N o .  9 5 - 0 6 0 .  I n  
eubesqusnt f i l i n g s ,  include vintage year invantory mhaeto only if thara wan invontorychangns duringtho expansa 
month. 



APPENDIX 8 

APPENDIX "0 hN ORDER O? MI XLHTUCKY PUBLIC SERVICE cOl(nXSSI0N 
IN W E  NO. 9)-060 MTKD AUGUST 22,  1995. 

I(w1IICXY VTILITIES COnPANY - uNIRoHI(SNTAL BURCHAROE - 118 mruC 4 . 0  
SIX M m  RNICW 

RECAP O? IIIILINO ?ACTOR8 kND RWEIIUS 
roc the Pmriod AugUmt 1994 through January 1995 

I l l  ( a i  0 1  (41 151 (61 Ill 
I In) 19JUSTEO EXP MONTH 

O R 0 9 8  MVIRON TOTAL CCUPANY I(y RITAIL BHVIRON suRcHu(or 
CURRENT BURCHUIOE RWKNUK JURIS REV MONTHLY BILLlNO 
EXPENSE RWKNUE IXNCL ?AC, [INCL FAC, BILLIN0 FACTOR 
MONTH REOUIRWINT KXCL K81 KXCL E81 MONTH BILLED kDJ 

JUN 1994 
JUL 1994 
AUO 1994 
8EP 1994 
OCT 1994 
NOV 1994 
OKC 1994 
JAN 1995 

.._.__..___. 
sa,660,059 
5a4949.05i 
51,450,080 
51,459,905 
53,131,950 
51,834,333 
54,146,155 
51,911,131 

.... .._-__. 
1994 
199a 
1994 
1994 
1994 
1995  

TOTAL OVER/IUNDER) COLLECTION ?OR 8IX MONTH PERIOD 
TOTAL SIX MONTH8 RWgHUI, EXPMBE MONTHS JUN THRU NOV 1994, COL 3 
CORRECTION FACTOR - RSOUCTlON/IINCR~EI 

1 1 1  .-. 
BILL n o m  
KY RETAIL 

0.361 
1.151 
1.071 
1.921 
a.011 
1.011 

44.600.5SO 
30,614,431 
37,816,165 
4 2 , 5 8 6 , 3 6 4  
41,047,883 

I91 

BHVXRON 
6URCHXiOE 
R I V D N .  ...____ - _.-__. 

111.310 
819.593 
16S,l66 
111,611 
915.939 

1.041.455 

I101 I111 

192.169 
310,006,480 

0 .0601 

COLUMN 1 RDJUBTEO TUl'AL COUPANY RWENUCB INCLME O??-BYSTW S U E 8  A8 PRWIOKO BY KU IN THE RESPONSE TO ITPI 8 OF THE pw(CH 1, 1995 ORDER AND 
TIIE REBPONBK TO ITW 1 01 KIUC'. TIRST BET OF OATA REQUESTS. 

CALCUWLTION OP JUNE AND JVLY ADJUQTED ES M O m L Y  BILLINO ?ACTOR, JUNE JULY 

FILE0 LB FACTOR FOR MONTH 
KENTUCKY JURIBDICTXONAL REVENUE IAVOUQT AND BCPTPlBERl 
118 R E V t l N E  COLLECTED l&E REPORTED1 - - .- __. - 
zvvemtve ea FXWR BzLLeo 
OPTIRnINATION 01 PRO-RATA RNDNUPS - 

RATIO OF IlrECTIVl I8 ?ACTOR TO ?ILKD E8 VACTOR 
RECALCULATED E8 FACTOR 
AVVLICATION OF RATIO TO RECALCULATED E6 FACTOR 

1.001 1.931 
44,100,550 41,354,315 

111.328 819.593 


